 Column: Rubicon

Back when Rubicon was spun out of the Fletcher Challenge group in 2001, I regarded it as a kind of rag-bag for all the bits of the group that didn’t fit elsewhere.

     Its assets ranged from service stations to a generator manufacturer to a stake in a biotech company. In short, it didn’t make a whole lot of sense. 

      But now the company has evolved into a far more coherent looking entity. Gone are its unrelated assets and it now has significant stakes in four wood-related businesses which will probably eventually be cut to three.

     The company has said repeatedly that it either wants control of its 50/50 joint venture in Argentina, Forestada Tapebicua, or it wants out. Either way, that may not have much impact: the market values Rubicon’s stake at nothing.

     Its biggest investment is its stake in Tenon, formerly Fletcher Forests, which will be boosted to about 60% after the current share buyback, which markets wood products in the US. And it owns half of Horizon 2, formed from the merger of the Fletcher and Carter Holt tree seedlings businesses.

     But the asset which may prove to be its biggest sleeper is its third stake in that biotech company, ArborGen, headed since 2002 by Dr Barbara Wells, formerly a senior executive at Monsanto.

     Another New Zealand company, Genesis, is about to be bought out of its 5% stake in ArborGen for $US5.5 million which suggests that ArborGen is worth at least $US100 million ($NZ160 million) currently.

     It may give anti-GM campaigners heartburn (although we’re not talking the more emotive issue of GM food), but ArborGen is already trialing what will probably be its first product to reach full commercialisation in Brazil, expected to happen within three years. This product is a eucalypt with significantly less lignin, essentially the glue that holds trees together. Less lignin makes it cheaper and less energy intensive to turn the grown trees into pulp and also has a side benefit of slightly increasing fibre content.

     At last November’s annual shareholders’ meeting, managing director Luke Moriarty outlined a scenario which could see that product worth $US475 million if ArborGen can capture a third of the Brazilian market.

     ArborGen is also working on adding a growth gene to this product to either achieve a significantly higher yield or to shorten the time to harvest.

     Its second fully commercialised product, likely to be eucalypts that can tolerate North American winters which would replace native species used in the pulp and paper industry, isn’t expected to be too far behind the Brazilian product.

     It also has a long pipeline of other products in development.

     Moriarty says both the US and Brazil, ArborGen’s initial target markets, are reasonably favourable towards GM. In the US, “When you go through the regulatory process, they don’t ask the question how did this new tree variety come about. They don’t care if it’s genetically engineered or made the traditional way. They just want to know what it does,” he says.

     While Rubicon still has about 11,000 shareholders, its stock has become relatively tightly held by fund managers. US-based Perry Corp holds nearly 20 per cent, another US investor, Third Avenue Management owns 17.76 per cent, New York-based Castlerigg owns 13.27 per cent and New Zealand’s Walker Capital Management owns 7.45 per cent. While none of the above have been sellers, and several have been buyers since GPG sold out last September, a major exception has been AMP which has cut its stake to about 4% from 10% in the last few months.

     AMP equities manager Guy Elliffe says his firm’s stake is still an over-weight position and that the sell-down shouldn’t be taken as a lack of faith in the company’s potential.

     “There’s no doubt that the economics around the technology, if it works, are extremely compelling.”
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